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300136 CH Outperform NDR; riding on wireless charging, 5G antenna
Price (at CLOSE#, 28 Aug 2018) Rmb35.49
Valuation Rmb 51.00
1'2PER 5 - 100 We hosted a Sunway NDR in Hong Kong on 28 August.
-month target m .
U side/Downgside % +437 Investors were highly interested in 2019 guidance, 5G opportunities,
12p h TSR % +44'0 wireless charging market demand, and the company’s long-term strategy.
-mon (1) .
Volatility Index High Management maintained a positive tone on wireless charging and 5G
GICS sector opportunities as well as potential expansion in auto (wireless charging).
Technology Hardware & Equipment
Market cap Rmbm 34,880 Event
Market cap US$m 5174 e We hosted a Sunway NDR in Hong Kong on 28 August. Investors were highly
Free float % 88 interested in 2019 guidance, 5G opportunities, wireless charging market demand,
30-day avg turnover US$m 44.6 and the company’s long-term strategy. Management maintained a positive tone on
Number shares on issue m 982.8

both wireless charging and 5G opportunities as well as the potential expansion in
automotive (in-car wireless charging set for mobile devices) via potential
acquisition of Laird’s Connected Vehicle Solutions (CVS) division.

Investment fundamentals

Year end 31 Dec 2017A 2018E 2019E 2020E
Revenue m 3435 5578 8237 10,897 e We are positive on Sunway and identify its near-term drivers: wireless
E::Igﬁ " - 1;3186; 1,:3252 2;5568; 3*;222 charging and RF shields. Long-term drivers are SAW filters, 5G small cell

gro ( . . . . . R A o
En m 1083 1580 2379 3,087 antennas, 5G mobile antennas, and in-car wireless charging sets.
EBIT growth % 94.9 46.0 50.6 29.8
Reported profit m 889 1,336 2,008 2,611 lmpaCt
EPS rep Rmb 090 136 204 266 e Wireless charging client expansion? Management highlighted that the
ERSleplyiowth % 672 502 504 300 company’s nanocrystalline soft magnetic materials solution has been adopted
PER re| X 39.2 26.1 17.4 13.4 . . .
el Dzs Rmb 005 024 018 023 by Samsung and leading China smartphone manufacturers and will penetrate
Total div yield % 0.1 0.7 05 07 iPhones in 2019. It was also highlighted that Sunway could provide both front-
ROA % 255 260 300 29.6 end modules (magnetic materials + die cutting) and the final module (front-end
E\(/)/IIEEBITDA % 2?? 2?1 ‘1‘;'3 ig'i + coil winding) with a 30%+ GM given its in-house total solution — from
Net debt/equity % 101 107 62 10 magnetic materials to coil winding.
PiBV x 126 88 60 43 e Wireless charging, spec upgrade? Sunway is working on wireless fast

charging via the enhancement of its nanocrystalline soft magnetic materials to
make it slimmer and better in heat dissipation and to support a longer charging
distance. Sunway sees the potential for standard specification for wireless
charging in the 5G era given that the removal of a charging port could save
room for other components. Management highlighted that the potential in-box
transmitter (charging pad) provides additional upside to the company’s
wireless charging module.
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e 5G antenna opportunities? Management indicated that the small cell
antenna is using LDS technology, the same as is being used by mobile
antennas. Sunway will begin shipments in September, with daily shipments of
3,000 units for the 5G trial network with a price of Rmb380~400 per unit and a
GM similar to that seen for mobile antennas. The company expects larger
shipments in 2019/20 given it will be entering the 5G network roll-out.
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Note: Recommendation timeline - if not a continuous line, then there was no
Macquarie coverage at the time or there was an embargo period.

Source: FactSet, Macquarie Research, August 2018
(all figures in Rmb unless noted, TP in CNY)
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Earnings and target price revision
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Allen Chang  +852 3022 1136 Price catalyst
allen.chang@macquarie.com e 12-month price target: Rmb51.00 based on a PER method (25x 2019E PE).
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Action and recommendation
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Macquarie Research Sunway (A-Share) (300136 CH)

Fig1 Sunway - 12M forward PE ratio Fig 2 Sunway — Net income trend
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Fig 3 Sunway — Waterfall chart, 2018E Fig 4 Sunway — Waterfall chart, 2019E
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Fig 5 Sunway — Quarterly net income guidance Fig 6 Sunway — Margin trend
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Fig 7 Sunway — Revenue mix, 2018E

Fig 8 Sunway — Gross profit mix, 2018E
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Fig 9 Sunway - Revenue mix, 2019E

Fig 10 Sunway — Gross profit mix, 2019E
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Fig 11 Macquarie Research vs Bloomberg consensus

2018E 2019E 2020E
RMB3$m MQ Consensus Diff MQ Consensus Diff MQ Consensus Diff
Revenue 5,578 5,772 -3%) 8,237 7,996 3% 10,897 10,329 6%
Gross profit 2,138 2,032 5% 3,209 2,791 15% 4,249 3,561 19%
OP profit 1,560 1,478 6% 2,379 2,091 14% 3,087 2,609 18%
Net income 1,336 1,371 -3% 2,008 1,887 6% 2,611 2,325 12%
Margin
Gross margin 38.3% 35.2% 39.0% 34.9% 39.0% 34.5%
OP margin 28.0% 25.6% 28.9% 26.2% 28.3% 25.3%
Net margin 23.9% 23.8% 24.4% 23.6% 24.0% 22.5%

Source: Bloomberg, Macquarie Research, August 2018
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Fig 12 Sunway — P&L

(RMB$m) 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3QI18E 4QI18E 2016 2017 2018E 2019E  2020E
Revenue 718 714 1,050 953 862 964 1,733 2,019 2,413 3,435 5,578 8,237 10,897
Gross profit 213 233 481 323 322 368 688 761 703 1,251 2,138 3,209 4,249
Operating profit 161 166 387 145 236 253 512 559 469 859 1,560 2,379 3,087
Pretax income 241 237 364 220 245 263 504 551 542 1,063 1,563 2,360 3,069
Net income 204 199 312 174 210 227 429 469 532 889 1,336 2,008 2,611
EPS (RMB$) 0.21 0.20 0.32 0.18 0.21 0.23 0.44 0.48 0.54 0.90 1.36 2.04 2.66
Margin

Gross margin 29.7% 32.7% 459% 33.9% 37.3% 382% 39.7% 37.7% 29.1% 36.4% 38.3% 39.0% 39.0%
Opex ratio 7.2% 9.5% 9.0% 18.6% 10.0% 11.9% 10.1%  10.0% 9.7% 11.4% 104% 10.1% 10.7%
OP margin 224% 23.2% 36.8% 153% 27.3% 26.3% 29.5% 27.7% 19.4%  25.0% 28.0% 28.9% 28.3%
Net margin 284% 27.9% 29.7% 18.3% 24.4% 23.6% 24.8% 23.2% 22.0% 25.9% 23.9% 24.4% 24.0%
QoQ

Revenue -21% -1% 47% -9% -9% 12% 80% 17%)

Gross profit 12% 9% 106% -33% 0% 14% 87% 11%)

Operating profit 66% 3% 133% -62% 62% 8% 102% 9%

Net income 10% -3% 56% -44% 21% 8% 89% 9%

EPS 10% -3% 56% -44% 21% 8% 89% 9%

YoY

Revenue 102% 71% 43% 5% 20% 35% 65% 112% 86% 42% 62% 48% 32%
Gross profit 70% 68% 94% 69% 51% 58% 43% 136% 80% 78% 71% 50% 32%
Operating profit 98% 71% 100% 50% 46% 53% 32% 284%) 117% 83% 82% 53% 30%
Net income 180% 119% 71% -6% 3% 14% 38% 169% 140% 67% 50% 50% 30%
EPS 180% 119% 71% -6% 3% 14% 38% 169% 140% 67% 50% 50% 30%

Source: Company data, Macquarie Research, August 2018

Fig 13 Sunway — Key financial ratios

RMB m 2013 2014 2015 2016 2017 2018E 2019E 2020E
Revenue 352 808 1,300 2,413 3,435 5,578 8,237 10,897
Gross profit 64 203 390 703 1,251 2,138 3,209 4,249
EBIT -66 71 265 556 1,083 1,580 2,379 3,087
EBITDA -33 111 313 617 1,161 1,656 2,587 3,420
Pretax profit -62 69 253 542 1,063 1,563 2,360 3,069
Net profit -66 63 221 532 889 1,336 2,008 2,611
YoY (%)

Revenue 63% 129% 61% 86% 42% 62% 48% 32%
Gross profit -4% 218% 92% 80% 78% 71% 50% 32%
Net profit na na 251% 140% 67% 50% 50% 30%
Per share data (RMB$)

Sales per share 0.36 0.82 1.32 2.46 3.49 5.68 8.38 11.09
EPS -0.07 0.06 0.23 0.54 0.90 1.36 2.04 2.66
BVPS 0.64 0.68 141 1.99 2.83 4.07 5.93 8.35
DPS 0.00 0.01 0.03 0.05 0.08 0.12 0.18 0.23
FCF PS -0.10 -0.04 -0.07 -0.01 0.09 -0.28 0.26 0.70
Net cash PS 0.16 0.00 -0.02 0.11 -0.28 -0.43 -0.36 0.09
Net debt/Equity -25% 0% 1% -6% 10% 11% 6% -1%
Margin (%)

Gross margin 18.2% 25.2% 30.0% 29.1% 36.4% 38.3% 39.0% 39.0%
EBIT margin -18.7% 8.8% 20.4% 23.0% 31.5% 28.3% 28.9% 28.3%
EBITDA margin -9.3% 13.8% 24.1% 25.6% 33.8% 29.7% 31.4% 31.4%
Pretax margin -17.6% 8.6% 19.5% 22.5% 30.9% 28.0% 28.6% 28.2%
Net margin -18.6% 7.8% 17.0% 22.0% 25.9% 23.9% 24.4% 24.0%
Valuation multiples (x)

P/E -531.6 552.9 157.6 65.6 39.2 26.1 17.4 13.4
P/B 55.6 51.8 25.1 17.9 125 8.7 6.0 4.2
FCF yield -0.3% -0.1% -0.2% 0.0% 0.3% -0.8% 0.7% 2.0%
ROE (%) -10.2% 9.7% 21.5% 31.8% 37.6% 39.4% 40.9% 37.2%
Dividend yield 0.0% 0.0% 0.1% 0.1% 0.2% 0.3% 0.5% 0.7%
Payout ratio 0% 22% 14% 9% 9% 9% 9% 9%

Source: Company data, Macquarie Research, August 2018
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Macquarie Quant View

The Quant View page below has been derived from models that are developed and maintained by Sales and Trading
personnel at Macquarie. The models are not a product of the Macquarie Research Department.

A Attractive

»

The quant model currently holds a marginally negative view on Sunway (A- ’
a Y g Yy negative view . 4 (. Displays where the
Share). The strongest style exposure is Profitability, indicating this stock is ,

- A ) ; 2 * company’s ranked based on
efficiently converting investments to earnings; proxied by ratios like ROE or *

- I B . o the fundamental consensus

ROA. The weakest style exposure is Quality, indicating this stock is likely to Price Target and
have a weaker and less stable underlying earnings stream. Macquarie's Quantitative

664/930 Alpha model.

. Two rankings: Local market
Global rank in

. (China A) and Global sector
Technology Hardware & Equipment

Fundamentals

(Technology Hardware &
Quant Equipment)

v

% of BUY recommendations 80% (8/10)
. @ Local market rank @ Global sector rank
Number of Price Target downgrades 2
Number of Price Target upgrades 1
Macquarie Alpha Model ranking Factors driving the Alpha Model
A list of comparable companies and their Macquarie Alpha model score  For the comparable firms this chart shows the key underlying styles and their
(higher is better). contribution to the current overall Alpha score.
CPT Technology Group CPT Technology Group -
GRG Banking Equipment GRG Banking Equipment
China Aviation Optical-El... 03 China Aviation Optical-El... -
Holitech Technology 03 Holitech Technology

Sunway (A-Share) Sunway (A-Share) -

Inspur ElectronicInforma... Inspur Electronic Informa...

|
y -100% -80% -60% -40% -20% 0% 20% 40% 60% 80% 100%

-3.0 -2.0 -10 0.0 10 20 3.0
M valuations ™ Growth M Profitability | Earnings Price | Quality
Momentum Momentum

Macquarie Earnings Sentiment Indicator Drivers of Stock Return

The Macquarie Sentiment Indicator is an enhanced earnings revisions Breakdown of 1 year total return (local currency) into returns from dividends, changes
signal that favours analysts who have more timely and higher conviction  in forward earnings estimates and the resulting change in earnings multiple.

revisions. Current score shown below.
CPT Technology Group =
CPT Technology Group
: ) GRG Banking Equipment
GRG Banking Equipment .
China Aviation Optical-El... 0. China Aviation Optical-El... .

Holitech Technology X Holitech Technology

Sunway (A-Share) 0. Sunway (A-Share)
Inspur ElectronicInforma... -0. Inspur ElectronicInforma... ]

|
10 20 30 -60% -40% -20% 0% 20% 40% 60%

-3.0 -20 -1.0
M Dividend Return [l Multiple Return [l Earnings Outlook [l 1Yr Total Return
What drove this Company in the last 5 years How it looks on the Alpha model
Which factor score has had the greatest correlation with the company’s A more granular view of the underlying style scores that drive the alpha (higher is
returns over the last 5 years. better) and the percentile rank relative to the sector and market.
< Negatives Positives =
Normalized Percentile relative Percentile relative
Price to Book FY1 Score to sector(/930) to market(/3349)
. Alpha Model Score -049 | ] | ]
Price to Sales NTM Valuation 033 = —
Sales to EV NTM Growth -0.24 I I
Profitability 194 & |
EV/EBITDA LTM
/ Earnings Momentum -042 [ ] [ ]
Return on Assets NTM Price Momentum -0.15 [ ] |
Working Capital Inc. . QuaJlty -0.64 | [
Capital & Funding -111 1 1
. liquidity 189 I B
Altman Z-Score Risk -0.21 ] [ ]
! Technicals & Trading -0.65 [ ] | ]
-40% -20% 0% 20% 40% 0 0 100 0 0 100

Source (all charts): FactSet, Thomson Reuters, and Macquarie Quant. For more details on the Macquarie Alpha model or for more customised analysis and
screens, please contact the Macquarie Global Quantitative/Custom Products Group (cpg@macquarie.com)
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Sunway (A-Share) (300136 CH, Outperform, Target Price: Rmb51.00)

Quarterly Results 2Q/18A 3Q/18E 4Q/18E 1Q/19E Profit & Loss 2017A 2018E 2019E 2020E
Revenue m 964 1,733 2,019 1,368 Revenue m 3,435 5,578 8,237 10,897
Gross Profit m 368 688 761 530 Gross Profit m 1,251 2,138 3,209 4,249
Cost of Goods Sold m 596 1,045 1,258 838 Cost of Goods Sold m 2,184 3,440 5,028 6,648
EBITDA m 286 528 575 444 EBITDA m 1,161 1,656 2,587 3,420
Depreciation m 19 19 19 52 Depreciation m 58 76 208 333
Amortisation of Goodwill m 0 0 0 0 Amortisation of Goodwill m 20 0 0 0
Other Amortisation m 0 0 0 0 Other Amortisation m 0 0 0 0
EBIT m 267 509 556 392 EBIT m 1,083 1,580 2,379 3,087
Net Interest Income m -4 -4 -4 -5 Net Interest Income m -20 -18 -20 -18
Associates m 0 0 0 0 Associates m 0 0 0 0
Exceptionals m 0 0 0 0 Exceptionals m 0 0 0 0
Forex Gains / Losses m -15 0 0 0 Forex Gains / Losses m -54 -29 0 0
Other Pre-Tax Income m 15 0 0 0 Other Pre-Tax Income m 54 29 0 0
Pre-Tax Profit m 263 504 551 387 Pre-Tax Profit m 1,063 1,563 2,360 3,069
Tax Expense m -36 -76 -83 -58 Tax Expense m -172 -230 -354 -460
Net Profit m 226 429 468 329 Net Profit m 891 1,333 2,006 2,609
Minority Interests m 1 1 1 1 Minority Interests m -2 3 3 3
Reported Earnings m 227 429 469 330 Reported Earnings m 889 1,336 2,008 2,611
Adjusted Earnings m 227 429 469 330 Adjusted Earnings m 909 1,336 2,008 2,611
EPS (rep) 0.23 0.44 0.48 0.34 EPS (rep) 0.90 1.36 2.04 2.66
EPS (ad)) 0.23 0.44 0.48 0.34 EPS (ad)) 0.93 1.36 2.04 2.66
EPS Growth yoy (adj) % 11.2 35.6 161.9 56.9 EPS Growth (adj) % 65.8 46.9 50.4 30.0
PE (rep) X 39.2 26.1 174 134
PE (adj) X 38.4 26.1 174 134
EBITDA Margin % 29.7 30.4 28.5 324 Total DPS 0.05 0.24 0.18 0.23
EBIT Margin % 27.7 29.3 275 28.7 Total Div Yield % 0.1 0.7 0.5 0.7
Earnings Split % 17.0 32.1 35.1 16.4 Basic Shares Outstanding m 983 983 983 983
Revenue Growth % 35.0 65.0 112.0 58.6 Diluted Shares Outstanding m 983 983 983 983
EBIT Growth % 9.9 38.0 147.1 57.3
Profit and Loss Ratios 2017A 2018E 2019E 2020E Cashflow Analysis 2017A 2018E 2019E 2020E
Revenue Growth % 42.3 62.4 47.7 32.3 EBITDA m 1,161 1,656 2,587 3,420
EBITDA Growth % 88.3 42.6 56.2 32.2 Tax Paid m -172 -230 -354 -460
EBIT Growth % 94.9 46.0 50.6 29.8 Chgs in Working Cap m -327 -785 -972 -970
Gross Profit Margin % 36.4 38.3 39.0 39.0 Net Interest Paid m -20 -18 -20 -18
EBITDA Margin % 33.8 29.7 314 314 Other m 95 3 3 3
EBIT Margin % 315 28.3 28.9 28.3 Operating Cashflow m 737 627 1,244 1,974
Net Profit Margin % 26.5 23.9 24.4 24.0 Acquisitions m 0 0 0 0
Payout Ratio % 54 17.7 8.8 8.8 Capex m -569 -910 -1,000 -1,300
EV/EBITDA X 30.5 21.4 13.7 10.4 Asset Sales m 0 0 0 0
EV/EBIT X 32.7 22.4 14.9 115 Other m -111 -0 0 0
Investing Cashflow m -680 -910 -1,000 -1,300
Balance Sheet Ratios Dividend (Ordinary) m -49 -236 -178 -231
ROE % 38.8 39.7 41.0 37.3 Equity Raised m 22 0 0 0
ROA % 255 26.0 30.0 29.6 Debt Movements m 1,038 0 0 0
ROIC % 49.1 44.0 45.7 42.4 Other m -379 371 0 0
Net Debt/Equity % 10.1 10.7 6.2 -1.0 Financing Cashflow m 632 135 -178 -231
Interest Cover X 53.5 90.3 119.7 168.3
Price/Book X 12.6 8.8 6.0 4.3 Net Chg in Cash/Debt m 654 -149 67 443
Book Value per Share 2.8 4.0 5.9 8.3
Free Cashflow m 168 -283 244 674
Balance Sheet 2017A 2018E 2019E 2020E
Cash m 1,214 1,066 1,132 1,575
Receivables m 1,406 2,283 3,371 4,460
Inventories m 343 541 790 1,045
Investments m 0 0 0 0
Fixed Assets m 482 1,316 2,108 3,075
Intangibles m 259 6 6 6
Other Assets m 1,630 1,630 1,630 1,630
Total Assets m 5,333 6,840 9,037 11,791
Payables m 503 793 1,159 1,533
Short Term Debt m 1,495 1,495 1,495 1,495
Long Term Debt m 0 0 0 0
Provisions m 0 0 0 0
Other Liabilities m 555 555 555 555
Total Liabilities m 2,553 2,843 3,208 3,582
Shareholders' Funds m 2,991 4,211 6,041 8,422
Minority Interests m 21 21 21 21
Other m -232 -234 -234 -234
Total S/H Equity m 2,780 3,998 5,828 8,209
Total Liab & S/H Funds m 5,333 6,840 9,037 11,791

All figures in Rmb unless noted.
Source: Company data, Macquarie Research, August 2018
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Important disclosures:

Recommendation definitions

Macquarie - Australia/New Zealand

Outperform — return >3% in excess of benchmark return
Neutral — return within 3% of benchmark return
Underperform — return >3% below benchmark return

Benchmark return is determined by long term nominal
GDP growth plus 12 month forward market dividend
yield, which is currently around 9%.

Macquarie — Asia/Europe

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Volatility index definition*

This is calculated from the volatility of historical

price movements.

Very high-highest risk — Stock should be

expected to move up or down 60—-100% in a year
— investors should be aware this stock is highly

speculative.

High — stock should be expected to move up or
down at least 40-60% in a year — investors should

be aware this stock could be speculative.

Financial definitions

All "Adjusted" data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense
Excluded: non recurring items, asset revals, property
revals, appraisal value uplift, preference dividends &
minority interests

EPS = adjusted net profit / efpowa*
ROA = adjusted ebit / average total assets
ROA Banks/Insurance = adjusted net profit /average

total assets

ROE = adjusted net profit / average shareholders funds
Gross cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighted average
number of shares

Medium — stock should be expected to move up

Mazi Macquarie — South Africa or down at least 30—40% in a year.

Outperform — expected return >+10%
Neutral — expected return from -10% to +10%

Low—medium — stock should be expected to
Underperform — expected return <-10%

move up or down at least 25-30% in a year.
Macquarie - Canada

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark return

Low — stock should be expected to move up or
down at least 15-25% in a year.

* Applicable to Asia/Australian/NZ/Canada stocks
only

Recommendations — 12 months

Note: Quant recommendations may differ from
Fundamental Analyst recommendations

All Reported numbers for Australian/NZ listed stocks
are modelled under IFRS (International Financial
Reporting Standards).

Macquarie - USA

Outperform (Buy) — return >5% in excess of Russell
3000 index return

Neutral (Hold) — return within 5% of Russell 3000 index
return

Underperform (Sell)- return >5% below Russell 3000
index return

Recommendation proportions — For quarter ending 30 June 2018

AUINZ Asia RSA USA CA EUR
Outperform 52.87% 61.26% 48.86% 47.54% 69.86% 46.61% (for global coverage by Macquarie, 3.51% of stocks followed are investment banking clients)
Neutral 34.10% 27.25% 36.36% 46.72% 21.92% 43.22% (for global coverage by Macquarie, 2.10% of stocks followed are investment banking clients)
Underperform 13.03% 11.49% 14.77% 5.74% 8.22% 10.17% (for global coverage by Macquarie, 0.00% of stocks followed are investment banking clients)
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Note: Recommendation timeline — if not a continuous line, then there was no Macquarie coverage at the time or there was an embargo period.
Source: FactSet, Macquarie Research, August 2018
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